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Figure 6: The Price of Investment Goods Relative to the Price of Output

Note: The source of these data is the U.S. Bureau of Economic Analysis. The sample period is 1947-
2024.

goods has fallen. Figure 6 plots the price of investment goods relative to the price of
output in the United States since 1947. Starting in the early 1980s, the relative price
of investment goods has fallen steadily. By 2024, it had fallen by almost 40%.

Karabarbounis and Neiman (2014) argue that this large fall in the price of in-
vestment goods has been a major contributor to the fall in the labor share over the
past few decades. They present a model with two types of goods: investment goods
and consumer goods. Technological progress in the production of investment goods
lowers the price of these goods. This results in a reduction in the rental price of cap-
ital rt. From equation (34), we see that this will lower the labor share if σ > 1.

6.4 Estimating the Elasticity of Substitution σ

But is it reasonable to think that σ > 1? When we casually observe the produc-
tion process of a particular firm it often seems as though there is little scope for
substitution of capital for labor. Each machine needs a certain number of workers
to operate it. Perhaps output can be increased some by adding more workers for
a given number of machines or by adding more machines for a given number of
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